General Business Conditions 


HE reports of business during the 

past month have given evidence of 

the usual Summer slackening, but the 

recession has been moderate. On the 

whole the showing has been as good 
as the optimists had any right to expect, and 
better than the pessimists were looking for. 
Production in most industries is being cur- 
tailed, and the general policy of both mer- 
chants and manufacturers is to reduce inven- 
tories that were built up during the Spring 
rise. Trade reports are less favorable than 
earlier in the year. However, forward buying 
and stocking during the upward movement 
were more conservative than in the wide- 
spread speculation one year ago, and the re- 
action is more moderate accordingly. Fears 
that inventory liquidation would involve gen- 
eral disturbance in the markets have so far 
proved unfounded. 


Furthermore, developinents affecting the 
business outlook during the month have been 
more encouraging than heretofore. Good 
rains have fallen in the grain and dairy States, 
in time to moderate the effects of the drouth, 
and the loss of purchasing power where the 
crops have failed will be made up in part by 
Government relief disbursements. Hogs, cat- 
tle, cotton and other staples contributing 
heavily to the farm income have advanced in 
price. The threat of further major labor 
troubles in industry has receded appreciably, 
for the cotton textile and steel strikes were 
postponed under conditions which make it 
seem unlikely that they will take place, or 
that either industry will have to accept in- 
creases in wage costs which would add to 
prices, and which consumers evidently could 
not pay. 

The capital goods industries show little or 
no improvement. Nevertheless, they take 
satisfaction in the modification of the Securi- 
ties Act in such manner that the barriers to 
new financing, upon which revival in these 
industries depends, are less forbidding, if not 
broken down. Moreover, all business men are 
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encouraged by the evidence that the new meas- 
ures put into effect during the past year are 
in fact flexible, as they have been declared to 
be, and that when they do not work: it is prac- 
ticable to revise them. The modifications of 
the N.R.A. program are in the same direction. 


Finally, there is a renewal of optimism, less 
well-grounded, on the strength of the probable 
increase in Government spending. The cash 
outlay of P. W. A. funds for construction 
labor and materials during the second half 
year is expected nearly to double that of the 
first half year, which was under $400,000,000. 
The plans of the A.A.A. indicate the distribu- 
tion before the start of the next crops of 
around $750,000,000, in part out of funds al- 
ready collected. Drouth and continuing relief 
expenditures and the other appropriations will 
swell the totals. These disbursements will put 
purchasing power in the hands of the indi- 
viduals who receive them, and they will be 
felt in trade everywhere. 


To be sure, optimism based upon the ex- 
penditure of Government funds may be of 
heedless or unthinking character, since econo- 
mists agree, including those who favor the 
program, that these expenditures can be no 
more than a stop-gap. They help the situa- 
tion while they last, but unless in the mean- 
time private business once more becomes self- 
supporting their effects will be lost when they 
are stopped. The fact that they continue 
necessary is evidence that the adjustments in 
costs and prices needed to revive self-support- 
ing industry, increase employment and stimu- 
late the exchange of goods, are lagging, and 
this is the aspect of the matter to which all 
elements in the economic system should be 
giving their attention. 


Modification of N. R. A. Program 


The modifications of the N. R. A. program 
referred to above represent alterations of 
policy that are important in the business situa- 
tion. The changes may cause temporary con- 
fusion, but in the long run they will facilitate 
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the establishment of a better balance in the 
economic system. Abandonment of the price 
fixing and fair practice provisions of the ser- 
vice industry codes was a recognition that it 
was impracticable to enforce them, and since 
it is equally impracticable for these industries 
to pay the prescribed hourly wages unless 
they can also control prices some of them have 
already given up their codes. The second 
principal modification is the decision to give 
up price-fixing (except for emergency pro- 
visions) in all future codes, with the intent 
that existing codes where possible shall grad- 
ually be modified to conform to the new 
rulings. 

Unquestionably this is an important step 
away from the detailed regulation of business, 
and toward restoring or preserving the free- 
dom of individuals to offer their economic 
services upon such terms as they elect. This 
freedom is essential if the industries are to 
be able to adjust themselves to changing eco- 
nomic conditions and make prices to fit the 
markets, move their goods, and give employ- 
ment. The economic system is not naturally 
rigid or inflexible, and it does not work well 
when there are inflexible elements in it, for 
the equilibrium is maintained only where 
there is freedom of adjustment. Hence the 
introduction of regulations and controls forc- 
ing business into a set pattern, and interfer- 
ing with the ease of adjustment, is a handicap 
upon the self-balancing character of the sys- 
tem. 


It is true that the regulations have been 
introduced for the purpose of curing an exist- 
ing disorder, and there is much to be said for 
them on that ground. However, they could 
succeed only to the extent that they facilitated 
or did not interfere with the adjustments 
needed. Progress toward recovery and prog- 
ress toward a better economic balance are one 
and the same thing. 

The chief danger in the trade outlook has 
been that prices of industrial products would 
rise to a degree absorbing all the gains in buy- 
ing power, and thus smother retail trade. It 
is well understood that retail prices, up 25 per 
cent or more from the low, have already had 
that effect to some extent, and that the physical 
volume of goods being sold in many sections 
of the country is less than one year ago. The 
rise in prices has offset the increase in money 
wages of workers who have been continuously 
employed; it has penalized all who have had 
no increases in pay ; and it has counterbalanced 
the advances in prices of farm products, so 
that farmers are dependent on Government 
money, collected by taxing the whole popula- 
tion, and upon producing more or lowering 
their own costs, for improvement in their pur- 
chasing power. 
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Reasons for Price-Fixing Provisions 


There is no reason for believing that the 
price-fixing provisions of the codes have been 
a chief cause of this rise in prices of industrial 
products, for it is principally accounted for by 
the increased costs of labor, taxes, and raw 
materials. Undoubtedly the provisions were 
adopted less for themselves than to enable the 
industries to pass on in prices, as was obviously 
necessary, the higher wages and materials cost 
which the recovery program compelled them 
to pay. Thus when higher wage rates were 
established in lumber, for example, the ability 
of the industry to recover the higher costs 
under the conditions existing was questioned, 
and price-fixing provisions were included; and 
in order to support the fixed prices the system 
of allotting production quotas was also added. 

This is an illustration of the truth that as 
wages, prices and production are all intimately 
related, regulation of one involves regulation 
of the others. The issue is plainly much broad- 
er than that of price-fixing alone. In fact, it 
is a question of the practicability of fixing the 
remuneration of any group of the population, 
whether capital, labor or agriculture, by over- 
head authority, at the risk of disturbing the 
balance between all groups, or interfering with 
the adjustments that would restore a fair and 
sound balance. 

It is natural for business men to seek pro- 
tection from the rigors cf competition, and it 
is certain that some competitive methods 
should be suppressed, but protection to the de- 
gree cited also suppresses initiative and enter- 
prise, protects inefficient and uneconomically 
located units, and encourages the holding of 
goods at prices which prevent them from mov- 
ing freely into consumption. Meanwhile the 
only protection for the consumer is to refuse 
to buy. 

The economic law will not permit prices to 
be supported above their natural levels, either 
by artificial devices for control or by arbitrary 
wage rates, without exacting severe penalties. 
The lumber industry again provides an illustra- 
tion, for sales have had a severe setback dur- 
ing the past two months, and the production 
quota for the third quarter has been reduced 
by 15.5 per cent as compared with the second 
quarter. It is stated that the curtailment is 
due in part to the fact that “the expected re- 
vival of building has not come,” but account 
should be taken of the possible effect of the 
increases in lumber prices in delaying the re- 
vival. According to the publications of the 
Labor Bureau, prices range up to more than 
100 per cent higher than at this time one year 
ago, and some grades are as high as in 1929. 
It is common testimony that these advances 
have been a factor retarding building opera- 
tions, and it is a safe assumption that if prices 
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were lower more lumber would be used and 
more employment would be given in both the 
lumber and construction industries. 
Construction contracts awarded in the first 
three weeks of June, as reported by the F. W. 
Dodge Corporation, were 5.5 per cent less than 
in May, taking the daily average, and only 24.2 
per cent above a year ago. These figures repre- 
sent a steady decline of more than seasonal 
proportions, from the March peak. 


Drop in Steel Operations 


We have referred to the curtailment in the 
manufacturing industries. The most spectacu- 
lar drop in operations has occurred in the steel 
mills, whose rate in the last week of the month 
fell from 56.1 per cent of capacity to 44.7, ac- 
cording to the Iron and Steel Institute. This 
is the greatest drop in any week on record. 
However, a considerable decline had been gen- 
erally foreseen. It was recognized that the 
maintenance of steel operations at close to 60 
per cent through May and the first three 
weeks of June, long after the seasonal reces- 
sion usually begins, was due to temporary 
conditions which would cease to be effective 
as June 30 approached. Contracts for second 
quarter delivery were required to be filled by 
that date, and these deliveries represented 
more steel than has gone into consumption, 
due to buying ahead in anticipation of the 
higher third quarter prices. Hence consumers 
are well stocked, and mills have a much 
smaller backlog of orders and smaller prospect 
of new business for July and August. 

In some other industries, including automo- 
biles, curtailment is more gradual than had 
been expected. The lower prices established 
on automobiles at the beginning of the month 
brought a prompt pickup in sales, according 
to early figures. There is a lesson in this ap- 
plicable to all the industries. The automobile 
manufacturers recognize that their price ad- 
vances in April, however warranted by the 
wage increases they had granted, affected 
their sales unfavorably. To be sure, it is un- 
likely that the sales improvement will hold 
for long, since a Summer decline invariably 
occurs, and production is expected to fall off 
as usual in the weeks to come. However, the 
new prices obviously will tend to limit the 
decline. 

The cotton goods industry is another in 
which sales have increased, particulariy in 
unfinished goods, although the improvement 
will not cause any change in the curtailment 
program, which calls for a limitation of opera- 
tions to 60 hours a week for twelve weeks 
from June 4. The cotton mills, and other 
divisions of the textile industry likewise, over- 
produced during the early months of the year, 
and the curtailment is in order until the Fall 
season gets under way. The woolen mills evi- 
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dently will be the first to expand operations, 
for their curtailment is an old story, and the 
belated buying is now beginning. 

In view of the lessening of employment in- 
dicated by the industrial reports, merchandise 
trade would be expected to slow down some- 
what. Department store dollar sales over the 
country in May were 12 per cent over the same 
month of 1933, which after allowance for price 
increases exceeding 25 per cent evidently rep- 
resents a smaller volume of goods. For the 
first half of June New York City department 
stores sold only 1.7 per cent more than a year 
ago. As compared with the year’s peak, 
reached at Easter, these figures represent more 
than the usual seasonal decline. The chain 
variety stores and mail order houses show a 
larger margin of increase than the department 
stores, but their gains also are smaller than 
in earlier months. Of course comparisons with 
a year ago wili suffer from now on by reason 
of the abnormally stimulated activity last 
Summer. 

The Agricultural Outlook 


Interest in the agricultural situation con- 
tinues to run high, in view of the unfavorable 
start of the crops this year. Prospects over 
the north central States and part of the South- 
west on June 1 were the poorest ever known, 
but there has since been substantial relief from 
the drouth, with June rainfall above normal 
in the northern States, and more generous 
everywhere. This is too late to help the wheat 
and oats crops much, except for the late plant- 
ings, but corn will have a much better chance, 
and the forage crop outlook is vastly improved, 
a factor of great importance to the livestock 
industries. 

The Winter wheat crop was estimated on 
June 1 at 400,000,000 bushels, and the Crop 
Reporting Board made a tentative guess of 
100,000,000 for Spring wheat. Since then 
threshing returns from the Southwest have 
shown larger yields than anticipated. Spring 
wheat is still a puzzle; however, unless it im- 
proves to an unlikely degree the United States 
wheat carryover will be reduced during the 
coming season to about normal proportions, 
and prices will continue well above an export 
basis. Moreover, the drouth has not been con- 
fined to this country. Over most of Europe 
the crops are smaller, the decline in the Dan- 
ube basin being estimated at fully 100,000,000 
bushels. Thus the carryover outside the United 
States apparently will be reduced also. This 
is the first marked improvement in the world 
wheat statistics since about 1927, which was 
the beginning of the period of surplus produc- 
tion and accumulating stocks that is now evi- 
dently coming to an end. 

Wheat prices here have reacted since the 
rains, but most other farm products have made 
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a better showing in the markets. The advance 
in hogs to an average of around $5.00 in Chi- 
cago is very important, for it probably marks 
a definite turn to better conditions for the hog 
raisers. The effects of the prolonged liquida- 
tion of hog supplies are now apparent. Feed- 
ing has been an unprofitable business ever 
since corn prices began to rise last Summer, 
and during the early months of this year hog 
prices were lower in relation to corn than in 
any similar period for which the Department 
of Agriculture has records. This has led to 
marketing of lightweight hogs and of breeding 
sows. The Spring pig crop is small, and sup- 
plies for slaughter next Fall and Winter will 
doubtless be the lightest in several years. 

Choice cattle likewise have shown consider- 
able strength, while lower grades have been 
easy due to forced marketings from the areas 
where feed, stock water and pasturage are 
short. Shipments seem certain to continue 
heavy, but a large proportion of the lower 
grades will be taken off the regular markets 
by the drouth relief purchases, which are at 
prices yielding a better return to the cattle- 
men than they could otherwise obtain. These 
purchases are now approaching 500,000 head 
and are expected to run from 2,000,000 upward, 
which will make a substantial dent in the cattle 
surplus. The calf slaughter has been by far the 
largest on record. Thus corrective influences 
are obviously at work in the cattle situation. 

Butter and egg prices have made a good 
showing for this time of year, since the effect 
of the drouth upon the feed situation has been 
to curtail production. The cotton market has 
made a substantial gain over the past few 
weeks despite the mill curtailment. Crop con- 
ditions have been responsible for the rise, for 
in West Texas the drouth is unbroken and in 
the Southeast there was too much rain in the 
early part of June, interfering with cultivation. 

Due to these price increases the farmers’ in- 
come is being maintained. In May, according 
to the calculations of the Department of Agri- 
culture, it was $425,000,000, the same as a year 
ago. Benefit payments under the corn-hog pro- 
gram, which will total about $365,000,000, have 
thus far been negligible. This sum is still to 
go to the farmer along with this year’s cotton 
payments, additional wheat payments, and the 
other projected benefits. They will go far 
toward offsetting the loss of farm income that 
might result from the smaller marketings. The 
chief threat against the farmers’ buying power 
is that already stated, namely the rise in 
prices of the things he buys. 


Money and Banking 


Short-term money rates held at previous 
abnormally low levels last month as a result 
of the pressure of large excess reserves in the 
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banking system. Offerings of 182-day Trea- 
sury Bills dated June 20 and 27 in the amount 
of $75,000,000 each were sold at an average 
discount basis of 0.07 per cent per annum, 
establishing a new low rate for this length 
maturity. 

Statements of the weekly reporting member 
banks indicated that the general trend fol- 
lowed during recent months was continued in 
June. Figures covering the week ended June 
20 reflected the Treasury financing and tax 
collections on June 15 and showed a sharp 
decline in net demand deposits of the member 
banks but a more than offsetting rise in Gov- 
ernment deposits. Total deposits stood at $18,- 
221,000,000 on June 20, representing a gain of 
$2,206,000,000 since the first of the year and 
setting a new high for this series of reports. 

The major portion of this gain in deposits 
has been invested in United States Govern- 
ment securities, which increased from $5,205,- 
000,000 on January 3 to $6,582,000,000 on June 
20. Loans have declined to new lows. That 
portion of increased deposits which did not go 
into the investment portfolio has been added 
to reserves, and within six months has 
doubled the excess over legal requirements to 
a total which recently reached about $1,800,- 
000,000 for all member banks. 

This appearance of surplus “funds” and of 
unusual ease in the money market is not based 
upon real capital accumulated from savings 
but.upon an artificial situation resulting largely 
from the creation of credit by government 
borrowing. 


Process of Creating Credit from “Free Gold” 


The chief source of the growth in reserves 
since the first of the year has been the increase 
in the monetary gold stock since February 1 
in the amount of $826,000,000, which has been 
described in previous issues of this Letter, and 
which continued during June. 

Another source of reserve deposits of nearly 
equal importance, whose role in expanding the 
credit base is perhaps not so widely under- 
stood, is the practice of the Treasury in draw- 
ing upon its gold holdings to meet expendi- 
tures. In carrying out this policy the Treasury 
issues “gold certificates” to the Federal Re- 
serve Banks and receives deposit credit on the 
books of the Reserve Banks. When these de- 
posits are checked out and passed along to the 
commercial banks as private deposits, they 
result directly in increasing member bank re- 
serves. Their effect in broadening the credit 
base is similar to that of gold imports, except 
that in the one case actual gold is added to the 
country’s monetary stock while in the other 
the gold already held in the Treasury is put 
into use by issuing certificates against it. The 
extent to which credit has been created in this 
way, and the somewhat involved accounting 
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Gold Fund of the United States Treasury — 1934 by Months 
(In millions of dollars) 
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Assets Jan.31  Feb.1 
I ae i csinttiinsncstrancoxendteststensncovnpsaneceativinttienes $4,035 $7,018 

Liabilities 
Gold certificates outstanding (01d)..........ccc000 1,127 1,119 
Gold certificate fund—Fed. Res. Board........ 2,568 2,568 
Gold redemption fund—Fed. Res. Board.... 43 43 
Gold reserve against CUrrency...........s0000- ee 156 156 
TECHIES GUMUIIROCIOT TUNG esvccrsececssccscccapsiveas, = Gqree|) |, teens 
COTE BEE OE Fas casinniencceteectnnsccensnicssccsquvivn 141 3,132 

Total $4,035 $7,018 





“Gold Credits” Created at Fed. Res. Bks. 


Change in gold cert. fund.—Fed. Res. Board ...... 
Change in monetary ZOld StOCK......cccccccsccssree — seseee 


Net gold credits created at Fed. Res. Bks. ...... 


eeeeee 
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Net Change 
Since 

Feb.28 Mch.31 Apr.30 May31 June25  Feb.1 

$7,401 $7,695 $7,756 $7,779 $7,844 + 826 

1,113 1,060 966 962 959 — 160 

2,951 3,405 3,781 3,844 3,972 +1,404 

35 33 31 30 25 — 18 

156 156 156 156 } alee 

aie > seeds 1,800 1,800 1,800 +1,800 
3,147 3,041 1,021 987 932 —2,2 

$7,401 $7,695 $7,756 $7,779" $7,844 + 826 


+ 383 + 454 + 3876 + 63 + 128 
+ 383 + 294 + 61 + 23 + 65 + 826 


aenees + 160 + 315 + 40 + 63 + 578 








procedure, may be seen in the accompanying 
table, which shows by months the amount of 
gold held in the Treasury as an asset, the 
various claims against this gold and the equity 
of the Treasury in the remainder, designated 
as “gold in general fund” and often referred 
to as “free gold”. 

On January 31, the day before devaluation 
of the dollar took place, the Treasury held 
$4,035,000,000 in gold, against which $1,127,- 
000,000 in gold certificates was outstanding, 
$2,568,000,000 was held in trust for the Fed- 
eral Reserve Board, $43,000,000 was held for 
the redemption of Federal Reserve Notes and 
$156,000,000 was a reserve against United 
States Notes (“Greenbacks”) and Treasury 
Notes of 1890, leaving a balance of $141,000,000 
in the general fund. 

The latter figure was changed to $3,132,000,- 
000 overnight when the gold holdings of the 
Federal Reserve Banks were taken over, the 
value of the dollar written down to 59.06 cents 
and the value of gold holdings written up by 
approximately 69 per cent. Devaluation gave 
the Government a “profit” of $2,805,000,000, 
of which $2,000,000,000 was later charged to 
trust expenditures for the “stabilization fund” 
to be available for buying gold, silver, govern- 
ment bonds, foreign exchange, etc. The con- 
tinued inflow of relatively small amounts of 
gold coin from circulation has now given the 
Treasury an additional “profit” of some $6,000,- 
000, while of course the chief additions to the 
monetary stock have come through gold im- 
ports, releases from earmarking, R.F.C. pur- 
chases, newly mined gold and scrap. 

When the Treasury desires to convert its 
gold holdings into bank deposits that can be 
paid out it issues gold certificates to the Fed- 
eral Reserve Banks in the manner already 
described, which applies to both the “stabiliza- 
tion fund” and “general fund”. These certifi- 
cates, however, may also be issued to the Re- 
serve Banks in payment for gold acquired by 
purchase here or abroad. The difference be- 





tween the increase in certificates and the in- 
crease in total gold stock therefore measures 
the amount of credit created by putting the 
“free gold” into use, which from the time of 
devaluation to June 25 totaled $578,000,000. 

The Silver Purchase Act of 1934, which is 
discussed in a subsequent article in this Letter, 
will have the effect of further increasing the 
excess of bank reserves by a large amount as 
the silver certificates issued thereon by the 
Treasury are passed on to the commercial 
banks and thence to the Federal Reserve 
Banks to add to the member bank reserve 
account. 


Government Financing and the Budget 


In June the United States Treasury made 
further progress in its program of refunding 
a portion of the large floating debt into long- 
term bonds and in reducing interest charges 
by converting outstanding bonds into new 
issues bearing lower coupons. An offering was 
made for cash and exchange subscription on 
June 15 of a 12/14-year 3 per cent bond, this 
being the lowest coupon carried by any bonds 
of more than 10 years’ maturity since before 
the war. Holders of Treasury Certificates 
maturing June 15 and of Treasury Notes ma- 
turing August 1 were given the option of 
exchanging their holdings into the new bonds 
at par and $489,000,000, or nearly all, of these 
issues was exchanged. 

An offering for cash for about $300,000,000 
of the same issue brought subscriptions of 
$2,515,000,000, while an offering on the same 
date of about $500,000,000 in 5-year 2% per 
cent Treasury Notes brought subscriptions of 
$4,932,000,000. The heavy over-subscription of 
these issues made it necessary to scale down 
the cash allotments nearly 90 per cent and the 
new issues, together with all other Federal 
Bonds, Notes, Certificates, guaranteed Federal 
Farm Mortgage Corporation Bonds and Home 
Owners Loan Corporation Bonds, are all 
selling at a premium over par. 
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The extreme ease prevailing in the money 
market this Spring and Summer, resulting 
from the mounting of excess bank reserves to 
unprecedented levels, and the concentration of 
funds into government securities, are the prin- 
cipal factors in the success of the long-term 
financing, the strength of outstanding secur- 
ities and the low yields at which the shorter 
term issues are selling. 


Deficit Less Than Estimated 


Another factor facilitating Treasury financ- 
ing is the fact that, although the deficit this 
year was the largest ever incurred in peace- 
time, it was only about half as large as had 
been estimated in the budget submitted to 
Congress last January. At that time relief 
and emergency expenditures were estimated 
at $7,523,000,000, including $1,166,000,000 not 
definitely allocated, whereas the indicated total 
actually spent for these purposes was only 
$3,960,000,000. Reduced requirements of the 
R. F. C. and the slowness in getting P. W. A. 
construction projects under way accounted 
principally for the decrease. 

Indicated receipts were practically up to 
budget estimates, ordinary expenditures were 
$300,000,000 less and instead of a total deficit 
of $7,797,000,000, including sinking fund, the 
indicated deficit is around $4,060,000,000. 

Most of the major items of government rev- 
enue in the fiscal year 1934, through June 25, 
showed increases over 1933, as listed below, 
the largest gains being in miscellaneous inter- 
nal revenue, including liquor taxes, and in pro- 
cessing taxes on farm products, which were 
not in effect last year: 


Government Receipts, 1933-1934 
(In Millions of Dollars) 
Fiscal Year 

Receipts 933 1934* 
Income taxes $ 810 
Miscellaneous internal revenue 1,451 
Processing tax on farm products 352 
Customs oniie 310 
Proceeds of foreign obligations 20 
Other receipts 135 


$3,078 











Total receipts 





*Through June 25. 


Most of the items of general expense de- 
creased, as shown below, while the expendi- 
tures classified as “emergency” are shown 
separately this year whereas last year only 
the R. F. C. was so treated: 


Government Expenditures, 1933-19384 
(In Millions of Dollars) 


Fiscal Year 
933 1934* 


General 
Total departmenta .... 
Public building, Treasury Department 
River and harbor work 
Army 
Navy 
Veterans AdMINIstration .........cesccoee seve 
Adjusted service certificate fund.......0.- 














Agricultural Adjustment Adminiz......... 
Distribution of wheat, cotton for relief 
Refunds of receipts 
Postal deficiency 
Interest on the public debt 

Sinking fund for debt retirement 
Other general expenditures 








Total general expenditures. 


Emergency 


P. W. A.—Civil Works Administration $ 
P. W. A.—Loans, grants to states, etc. 
P. W. A.—Loans to railroads 

P. W. A.—Public highways 

P. W. A.—River and harbor work. 

P. W. A.—Other expenditures 

Civil Works Adminis.—2nd approp 
Federal Emergency Relief Adminis..... 
Agricultural Adjustment Adminis. 
Farm Credit Administration 
Emergency Conservation Work 
Reconstruction Finance Corporation.... 
Federal Farm Mortgage Corporation.. 
Federal Land Banks an 
Federal Deposit Insurance Cor 

Other emergency expenditures 


Total emergency expenditures 
Total expenditures $6,939 
*Through June 25. 


The decrease in general expenditures was 
brought about in part by charging substantial 
outlays by the Departments of Agriculture, 
Interior, Treasury, Army, Navy and other 
departments and bureaus to the P. W. A., 
whereas under the old method of accounting 
they would have been charged to general ex- 
penditures. 

The Budget for 1935 


The budget for the fiscal year ending June 
30, 1935 as submitted to Congress last January 
was as follows: 


Estimated Receipts and Expenditures — 1935 
(In Millions of Dollars) 


General expenditures $ 3,763 
Emergency expenditures—allocated 723 
Emergency expenditures—additional ws B00 
Total expenditures 6,486 
Total receipts 3,975 
Excess of expenditures .... 2,511 
Deduct sinking fund 526 
Net increase in public debt 1,986 
Gross debt June 30, 1935 31,834 


When the budgets for 1934 and 1935 were 
submitted, it was pointed out that they should 
be considered together as a single “recovery 
budget” and that any authorizations for re- 
covery in 1934 that were not made should 
carry over to the following year. This plan 
was modified somewhat by Congress, however, 
which in the Deficiency Appropriation Bill just 
passed limited relief expenditures in 1935 to 
$3,716,000,000, including unused authorizations 
of the R. F. C,, the P. W. A. and other agen- 
cies, and including $525,000,000 earmarked for 
drouth aid. Actual emergency expenditures 
in 1934 and the authorizations for 1935 total 
approximately $7,700,000,000, whereas it had 
been expected that the two-year total of emer- 
gency expenditures would be $10,246,000,000. 
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Additional expenditures, of course, may be 
authorized by the new Congress which will 
convene next January. 


After June 30, 1935, it was planned to have 
a truly balanced budget and to arrest further 
borrowing. This aim was predicated upon an 
estimate that the average level of business ac- 
tivity for the coming twelve months, as meas- 
ured by the Federal Reserve Board index of 
production, would be 21 per cent higher than 
was the average of the past twelve months, 
and that this would provide the expected in- 
crease in government receipts, terminate the 
need of government expenditures for relief 
purposes and permit a demobilization of the 
emergency bureaus. 


If a balance cf the national budget really 
could be achieved after June 30 next it would 
remove one of the chief causes for uncertainty 
in the business outlook. The improvement 
in confidence should be great. even though 
there could be no escape from heavy taxes to 
meet debt services for many years to come. 
Efforts had been made, and at the time seemed 
promising, to balance the budgets for preced- 
ing years and Congress imposed numerous 
additional taxes, increased rates on old taxes 
and enacted economy bills to this purpose. 
It now appears doubtful, however, whether 
private business can expand sufficiently in the 
next year to absorb the large numbers of un- 
employed and to permit ending the large gov- 
ernment expenditures for direct and indirect 
relief. Some of the indexes of business ac- 
tivity are currently below the level of a year 
ago, when a marked spurt was in progress. 


The question, therefore, of when the budget 
will be balanced still remains. 


Growth of National Debt 


A brief record of government finances is 
given in the accompanying summary of receipts, 
expenditures, surplus or deficit and the public 
debt since 1913, with indicated totals for 1934 
based on actual figures through June 25 and 
the budget estimate for 1935. 


It will be observed that before the war, 
government expenditures ran under $800,000,- 
000 annually and were balanced by receipts. 
Public debt was around $1,200,000,000. The 
vast war expenditures in 1918 and 1919 car- 
ried the public debt to a peak of $26,597,000,- 
000 on August 31, 1919. Thereafter there was 
a steady succession of surpluses which, com- 
bined with the operation of the sinking fund, 
reduced the debt at the rate of $1,000,000,000 
per year to a low point of $16,026,000,000 on 
December 31, 1930. In the three and one-half 
years since that date the cumulative deficits 
have raised the debt to $26,977,000,000, an 
all-time high. 








United States Government Finances 
(In Millions of Dollars) 


Year Total Total Surplus 
Ended Government Government or 
June 30 Receipts Expenditures* Deficit®* 


$ 725 
735 
698 761 


783 734 
1,124 1,978 
3,665 12,698 
5,152 18,523 , 

6,482 21 24,298 


5,538 23,976 
22,964 
22,350 
21,251 
20,516 


19,643 
18,510 
17,604 
16,931 
16,185 


16,801 
19,487 
22,539 
26,977 
$1,834 


*Includes expenditures for statutory debt retire- 
ment. 

t Indicated totals based on actual results through 
June 25. Not including trust funds. 

ft Original budget estimate. Not including trust 
funds. 
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The above table does not include postal receipts 
and expenditures, except the postal deficit. It does 
not show the “profit” on gold resulting from the de- 
valuation of the currency last February and amount- 
ing to $2,811,000,000, which was credited to “trust 
funds”, or the $2,000,000,000 appropriated from this 
“profit? for the “stabilization fund”. Collection of 
processing taxes on farm products and corresponding 
benefit payments under the A.A.A. are included in 
receipts and expenditures. Statutory retirement of 
public debt is included in expenditures, and as this 
item was to Le $488,000,000 in 1934, the deficit ex- 
clusive of debt retirement would be only $3,572,000,000. 
The difference between the latter figure and the 
increase in gross debt represents an increase in the 
Treasury’s cash balance. 





This of course is not the total government 
debt in this country, since the combined debt 
of state, municipal and other local govern- 
ments aggregates an additional $17,590,000,- 
000, according to a recent study by the Census 
Bureau covering the year 1932. In 1912 the 
local government debt was but $3,822,000,000, 
according to the same authority. Total cost 
of government—Federal, state and local—in 
1932 was roughly fifteen billion dollars or one- 
third of the entire national income. 

On December 31, 1930 the Federal debt due 
within five years was $3,661,000,000 or 23 per 
cent of the total. The deficits of the following 
three years were financed largely by short- 
term borrowings in the form of Treasury Bills, 
Certificates and Notes and by December 31, 
1933 the amount due within five years, includ- 
ing the Fourth Liberty Loan due in 1938 which 
meanwhile had moved into this classification, 
had risen to $13,326,000,000 or 56 per cent of 
the total. Of the gross public debt of approxi- 
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mately $26,977,C00,000 at the end of this June, 
the amount due within five years is approxi- 
mately $14,400,000,000 or 53 per cent of the 
total. The slight improvement has_ been 
brought about by the marketing of $825,000,- 
000 in 3 per cent bonds on June 15 and of 
$1,037,000,000 in 334 per cents on April 15, the 
proceeds of which were used in part to retire 
the Fourth Liberty 4%4s that had not already 
been exchanged. Further improvement will 
come when an additional $1,200,000,000 of 
Fourth Libertys called for redemption on 
October 15 is refunded. 

Such a balance of debt structure is still bur- 
densome, however, and might quickly become 
dangerous if for any reason the Government 
should be unable to sell new issues fast enough 
to meet maturing obligations plus its operating 
deficit. Short-term borrowing can be done at 
very cheap interest rates but it has the disad- 
vantage of requiring frequent renewals. Dur- 
ing the past fiscal year the Treasury was in 
the market to borrow 70 times, for a total of 
$12,631,000,000, including exchanges, equiva- 
lent to an issue of $180,000,000 every five days. 


The New Silver Act 


The terms of the new measure for enlarging 
the use of silver in this country’s monetary 
system were discussed in these columns last 
month and the bill has become a law without 
material change. The debate over the meas- 
ure, however, has been of interest for what 
has been revealed of the negotiations leading 
up to the enactment and the light thus thrown 
upon the expectations of its advocates. 

That the President did not want any further 
monetary legislation at this time has been 
well understood. His message to Congress 
shows that he recognizes the importance of 
international accord on the subject of a mone- 
tary standard. In it he states that he is favor- 
able to an attempt to establish an international 
bimetallic standard and wishes to enlist the 
cooperation of other nations. This attitude of 
the President was frankly referred to by 
Senator Pittman in his speech presenting the 
bill to the Senate. He said: 

It is true that the message calls attention to the 
fact that that for a further advance in the remone- 
tization of silver and its stabilization throughout the 
world at some fixed price such as that of $1.29, as it 
is in our country, or at 16 to 1, the President believes 
international action would be required. I may say 
that I do not agree with that conclusion. Neverthe- 
less, every one is entitled to his own opinion on the 
subject. 

It is to be considered that this country is 
doing business on a gold basis, and that an 
important change in the gold unit of value 
has been only recently made, to which busi- 
ness is far from adjusted as yet. 

It would be reasonable for the President to 
want this change to work out its full effects 





before inaugurating a new one which might 
produce complications, and his desire for in- 
ternational cooperation would be a further 
reason for caution. On the other hand, the 
aggressive silver group is impatient of further 
international consultation, although Senator 
Pittman has done some business in that line 
himself, and not without results, as witness 
the London agreement, under which the 
United States Government already had under- 
taken to buy all of the silver produced in this 
country. 

The answer of the silver party, Senator Pitt- 
man included, is that the United States has a 
“right” to pass any monetary law it wants to, 
which of course is not an issue. That other 
nations exist on the earth and that their ac- 
tivities and opinions affect the people of this 
country clearly are matters of practical im- 
portance. A common system for the meas- 
urement of values is as desirable to the people 
of this country as to any other people. 


The Meaning of the Act 


Section 2 of the act reads as follows: 


It is hereby declared to be the policy of the United 
States that the proportion of silver to gold in the 
monetary stocks of the United States should be in- 
creased, with the ultimate objective of having and 
maintaining, one-fourth of the monetary value of 
such stocks in silver. 


Section 3 authorizes and directs the Secre- 
tary of the Treasury to purchase silver at 


home or abroad to establish such proportional 
holdings, subject, however, to an exercise of 
executive discretion as to time, rapidity of 
accumulation and price. On account of the 
absence of more specific provisions in these 
respects the legislation has been commonly 
referred to as permissive rather than manda- 
tory, and it is upon this point that Senator 
Pittman’s speech is of special interest. 

Explaining the bill, the Senator described it 
as a compromise with the President, based 
upon the Dies bill, which had passed the House 
and with some changes had been favorably re- 
ported by a Senate Committee. This bill called 
for the purchase of 50,000,000 ounces of silver 
per month, and according to the Senator the 
Treasury officials objected to this requirement 
on the ground that it would place the Treas- 
ury at the mercy of sellers of silver, and prob- 
ably force the price speedily up to the maxi- 
mum figure authorized, $1.29 per ounce, and 
thus prevent the proposed acquisition of silver. 
The Senator said: 

In the very nature of things, when the Secretary 
of the Treasury and his expert advisers and his at- 
torneys started to draft a measure, they desired that 
there be no mandatory features whatever in the 
measure. I can understand their feeling. They know 
little about silver. They suspect much with regard 
to silver. They are misadvised by distinguished and 
learned professors who know less about silver. 


In the nature of things, until they have 25 per cent 
of the metallic reserves in silver, they desire that 
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the provision in regard to the purchasing of silver 
be purely permissive, that it be provided that they 
might take the action if they saw fit. 

They have that permissive power now, under exist- 
ing law. There were none of this group favorable 
to that permissive principle. We insisted that if the 
principle were correct—that is, that we should main- 
tain at least 25 per cent of our metallic reserves in 
silver—and if the President favored that, and if he 
intended to carry it out in the spirit in which it was 
intended, then there was nothing improper, in using 
the ordinary terms we use in bills, in saying what 
we not only authorized but we authorized and di- 
rected, the Secretary of the Treasury to purchase 
silver until the desired end was accomplished. 


He said that there were two limitations 
upon purchases, one when the market price 
went over $1.29 per ounce and the other when 
the required 25 per cent proportion of the 
metallic stock was attained. And then he said: 

There was a permissive feature, and it was as to 
that that this group finally compromised with the 
President. The President yielded with regard to the 
mandatory provision about purchasing silver until 
he got 25 per cent of the reserves, and we yielded on 
the point that he should not be required to purchase 
50,000,000 ounces a month, or any other particular 
amount. We yielded and allowed him his discretion 
in good faith to buy silver at such times and upon 
such terms and conditions as he might consider in 
the interest of the Government of the United States, 
but that he should in good faith ultimately acquire 
sufficient silver to equal 25 per cent of our reserves. 

Discussing the means of purchase the Sen- 
ator said that the bill, prepared by his group 
had provided that silver “should be bought 
with silver certificates,” but the Treasury had 
objected that they “might prefer to buy with 
gold, or Federal Reserve notes, or credit, or 


any other form of money,” and then added the 
following explicit statement: 


We said, “Very well; that is true. Then if you do 
not see fit to buy with silver certificates, issue silver 
certificates against the bullion you have in the Trea- 
sury to the amount of one dollar’s worth of silver 
certificates for every dollar you spend in buying it, 
and let those silver certificates be based on the same 
kind of silver in their issue as all of our silver cer- 
tificates are.” In other words, that there be a dollar 
issue of silver certificates or standard silver dollars 
against every 371% grains of silver, which is the 
present measure. Or if, under the amendment I of- 
fered to the gold act, the President sees fit to reduce 
the silver content of the silver dollar from 371 grains 
to one-half that, then one silver dollar certificate 
against whatever the monetary unit of the standard 
silver dollar is. 

When that matter was explained to the President 
of the United States he concurred absolutely with the 
members of this voluntary committee who presented 
the matter to him. So we have before us the bill I 
have presented, which would accomplish three or four 
things. The main thing it would result in would be 
requiring the Secretary of the Treasury to purchase 
silver until he had acquired a sufficient amount of 
silver to constitute 25 per cent of our monetary 
reserve. 

It requires him either to purchase that with silver 
certificates on the basis of the issue of our existing 
silver certificates, or he may change the content of 
the dollar upon that basis, and to circulate those silver 
certificates in the ordinary course of business. Those 
are the fundamental principles of this bill. 


This is enough to indicate that the advo- 
cates of the measure do not regard the act as 
permissive in the sense that the President may 
substitute a policy of his own for the one they 
have pressed upon him. As Senator Pittman 


said, “They (meaning the Treasury) have that 
permissive power now.” 

The Treasury officials manifested concern 
regarding the price which the Treasury might 
have to pay and the profits which speculators 
might make, hence the provisions for a tax of 
50% upon all profits upon transactions in 
which silver is involved. Inasmuch as the 
avowed intention of all the bills on the subject 
has been to raise silver to $1.29 per ounce in 
gold, and to promote intercourse with silver- 
using countries, it would seem that operations 
in harmony with that purpose need not be re- 
garded as antagonistic or made the subject of 
special taxation. No doubt the idea behind the 
tax levy was that since the enhanced value 
would be created by the legislation the Treas- 
ury might properly claim a share of the gain 
on stocks of silver existing when the law was 
passed. This in itself would be of small im- 
portance, but a tax on all future transactions 
in silver will have the permanent effect of 
placing American traders in silver at a disad- 
vantage in competition with the dealers of 
other countries. Silver is a commodity more 
or less involved in all trade with Asia, and the 
Chinese and Hong Kong money exchanges are 
based on silver. A provision was inserted ex- 
cepting dealings in these exchanges from the 
tax, but it is an obstruction to business and 
should be repealed. It is not in harmony with 
the intent of the act. 

Whether or not the Government of the 
United States by fixing the relative values of 
gold and silver for legal tender purposes with- 
in the United States can determine their rela- 
tive values throughout the world has been the 
vital question in all of this country’s experi- 
ments upon the subject in the past and is the 
very crux of the differences on the subject. 


Treasury Purchases 1878-1893 


The argument runs that no large amount of 
silver exists which is likely to be brought to 
this country, and therefore that the legal ten- 
der relationship within this country, coupled 
presumably with a policy of receiving silver 
and paying gold to suit the choice of foreigners 
in international transactions, will establish the 
desired parity. The question is whether this 
can be accomplished without causing such a 
substitution of silver for gold in this country’s 
monetary system as would endanger the stabil- 
ity of the plan and the stability of monetary 
values in this country. This will have to 
be proven before it is known, particularly to 
everybody who is familiar with the false hopes 
and predictions inspired by United States pur- 
chases of silver from 1878 to 1893. 

The buying of any commodity for actual 
consumption—a use which disposes of it finally 
—is one thing, and buying for storage with a 
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view to creating a market scarcity and raising 
the price, is always another thing. In the 
latter case the stock remains, is a visible sup- 
ply available for any demand, and the price 
depends upon the ultimate consumption de- 
mand. 


It is true that the use of money in trade and 
banking reserves may be regarded as “con- 
sumption” in the sense that the word is used 
above, but the proportion that any one coun- 
try can hold of the aggregate monetary sup- 
ply of the world is automatically determined 
by its share of the world’s volume of business. 


The silver purchases of the period named 
above amounted to about $565,000,000, and 
when the balances in international settlements 
turned against this country, payments in gold 
were required because silver was not a full 
legal tender in the principal trading countries 
or good in their bank reserves. The gold 
losses from our own reserves, together with 
the continuing accretions of silver, created 
doubts that the United States would remain on 
the gold standard. This state of uncertainty, 
with a state of business unsettlement to which 
it contributed, culminated in the panic of 1893, 
when President Grover Cleveland called the 
Congress to a special session for the purpose 
of stopping the silver purchases. In his mes- 
sage to this body at the beginning of this ses- 
sion he said: 

The people of the United States are entitled to a 
sound and stable currency and to money recognized 
as such on every exchange and in every market of 
the world. Their government has no right to injure 
them by financial experiments opposed to the policy 
and practice of other civilized states, nor is it justified 
in permitting an exaggerated and unreasonable re- 
liance on our material strength and ability to jeo- 
pardize the soundness of the people’s money. 

Both of the silver purchase acts had been 
experimental, enacted in good faith by legis- 
lators who hoped that the increasing demand 
for silver thus created would raise the market 
price to the former 16 to 1 ratio with gold and 
justify a further experiment with the free 
coinage of both metals. In another passage 
President Cleveland referred to the Bland- 
Allison and Sherman acts and the proposal to 
admit silver to free coinage as follows: 

Twice in our recent history we have signally failed 
to raise by legislation the value of silver. Under an 
act of Congress passed in 1878 the Government was 
required for more than twelve years to expend an- 
nually at least $24,000,000 in the purchase of silver 
bullion for coinage. The act of July 14, 1890, in a 
still bolder effort, increased the amount of silver the 
Government was compelled to purchase and forced 
it to become the buyer annually of 54,000,000 ounces, 
or practically the entire product of our mines. Under 


both laws silver rapidly and steadily declined in 
value. ... 

. . - I cannot rid myself of the belief that there 
lurk in the proposition for the free coinage of silver, 
so strongly approved and so enthusiastically advo- 
cated by a multitude of my countrymen, a serious 
menace to our prosperity and an insidious temptation 
of our people to wander from the allegiance they owe 
to public and private integrity. 


An intensely earnest conflict occurred over 
the repeal bill, but it passed both houses by 
substantial majorities. 

Business conditions throughout the year 
1893-1897 were similar to those of the years 
since 1929. The decade of the ’80s was the 
greatest for railroad-building ever known be- 
fore or since, not only in this country, but in 
Canada, Argentina, Australia and Russia, and 
opened vast areas of new agricultural lands 
to settlement. Everywhere this development 
was fostered by governments for public 
reasons, but it was ill-judged and in the aggre- 
gate overdone, for it resulted in such an influx 
of the staple agricultural products into central 
markets that prices suffered heavy declines 
and all business became unbalanced and de- 
pressed. Moreover, the boom period had 
overstimulated city-building in all the regions 
and induced the creation of an excessive 
amount of indebtedness, which became one of 
the subjects of grievance and controversy. In 
short, the depression of the 90s, was the re- 
sult of too much “national planning” and 
stimulated-development by governments. The 
entire period of disorder, like that of the last 
four years, was caused by unbalanced rela- 
tions in industry and trade, aggravated in the 
United States by agitation over the monetary 
standard. After the settlement of this agita- 
tion by the election of 1896, business condi- 
tions improved, and when the next presidential 
campaign came on the money question no 
longer was an issue of prime importance. 

President Cleveland had had occasion to 
carefully consider the silver question during 
his first term of office 1885-1889, and he had 
formed very definite opinions on. the subject. 
His opinions were well known to the country 
when he was elected in 1892. He had no in- 
clination to compromise over his responsibili- 
ties, but a firm resolution to do his duty as 
he saw it. He was harshly criticized at the 
time by many who thought differently upon 
the issue, and the authorized biographies show 
that he felt deeply the personal attacks to 
which he was subjected. In fact it was not 
a conflict of interests, as commonly repre- 
sented, but of opinions honestly held on both 
sides. 


The Prospective Purchases 


The prospective purchases of silver under 
the new act have been referred to as amount- 
ing to various figures, ranging from 1,300,000,- 
000 to approximately 1,600,000,000 ounces. 
The different calculations vary on account of 
the inclusion or exclusion of the fractional 
silver coins. The April 30 Treasury state- 
ment of monetary stocks showed $7,756,000,- 
000 of gold, and basing a calculation upon this 
as 75% of the total stock of gold and silver 
money contemplated by the law, the total 





would be $10,341,000,000, and the silver por- 
tion would be $2,585,000,000. The present 
stock of silver dollars is $540,000,000, and of 
fractional silver coins a little under $300,- 
000,000. Formerly the fractional silver ccins 
were not full legal tender, but were made so 
by the act of May 12, 1933. Including these, 
the total stock of silver coins is about $840,- 
000,000, and the difference between this and 
$2,585,000,000 is to be added. This difference 
is about $1,745,000,000, which at $1.29 per 
ounce apparently will require about 1,350,000,- 
000 ounces. 

The Treasury has been buying domestic 
bullion since last December under the Presi- 
dent’s order and pursuant to action by Con- 
gress ratifying the London silver agreement. 
Payment for these purchases has been made 
at 64% cents per ounce, and to date they have 
amounted to about 9,000,000 ounces. Purchases 
under the new act are reported to have begun 
at hcme and abroad and at a rate which in- 
dicates a vigorous policy. It is said that 
Treasury officials are now expecting to ac- 
quire the entire amount provided for before 
the end of this year, either by actual pur- 
chases or contracts for future delivery. An- 
other statement of importance is that at pres- 
ent silver certificates will be issued only to 
cover the cost of the purchases, issues on 
account of the seigniorage, or profit between 
cost and $1.29, being reserved, to correspond 
with the policy followed in the case of the 
“profit,” arising from the devaluation of gold. 
it is said in support of this policy that further 
issues of currency are unneeded at this time 
and probably would force Federal Reserve 
notes into retirement. This is true and ap- 
plies to the entire issue. Any additional issues 
of currency when the currency supplies are 
already redundant are bound to be turned in 
at the banks and added to their reserves at 
the Reserve banks. These banks will natural- 
ly pay out other forms of currency than their 
own obligations, hence the substitution. The 
significant thing is that the additional cur- 
rency will not enter into circulation unless 
increasing business activity requires it. 

The decision to issue certificates only to the 
cost value of the bullion of course largely re- 
stricts the immediate currency inflation, but 
the amount is still to be very substantial. If 
1,300,000,000 ounces are to be procured in a 
year, the cost even at 50 cents per ounce will 
be $650,000,000, and if the price moves higher 
the amount will be correspondingly increased. 
The total amount of certificates ultimately to 
be issued, as stated above, will be about $1,- 
750,000,000, the difference being seigniorage 
or profit to the Treasury, as stated above. 

The foregoing calculation takes no account 
of the addition to bank credits which may 
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be based upon the increase in the reserves. 
In the natural order of credit expansion $1,- 
700,000,000 of additional reserve money re- 
sults in approximately $17,000,000,000 of addi- 
tional loans and deposits, and this presumably 
will be additional to the expansion which will 
eventually result from the creation of $2,800,- 
000,000 of new gold reserves. This, however, 
can only occur as the public desires to use 
bank credit. Interest will center upon de- 
velopments along this line and the effects upon 
the Treasury holdings of gold. 

The natural tendency to an equalization of 
monetary stocks throughout the world, the 
probability that this country’s stock already is 
relatively high, and that additions of silver 
will be likely to cause exports of gold, were re- 
ferred to in our discussion last month and we 
need not amplify it here. 


The Value of Money in Circulation 


The speeches of the Senate discussion show 
much emphasis upon the benefits to be de- 
rived from continuing issues of money which 
will enter directly into circulation. The 
opinion was expressed that if the Govern- 
ment throughout all its services, including 
payments to employes and transactions with 
the public, would use silver certificates in- 
stead of bank checks, an immediate stimulus 
to business would result. This theory seems 
to assume that persons who receive bank 
checks do not use them as purchasing power, 
but allow the funds thus conveyed to remain 
idle in the banks. It implies that as soon as 
newly-issued currency reaches any one who 
has a bank account and is deposited in a bank, 
it becomes practically lost to the monetary 
stock, and that money statistically reported 
to be “in circulation,” i.e., in pockets, bureau 
drawers, mattresses, tin cans, etc., is the most 
effective part of the monetary stock. It dis- 
regards the fact that bank deposits are at the 
command of depositors as truly as money out- 
side of banks is at the command of the own- 
ers, and that deposits are in such continual 
use that, on the average, the aggregate hold- 
ings of reporting member banks were com- 
pletely turned over 28.7 times in the calendar 
year 1933. This compares with 48.9 times in 
1930 and 69.8 times in 1929.* Moreover, these 
rapidly revolving bank deposits are the basis 
of a continuing body of loans which presum- 
ably are in use as purchasing power. 

If the original plan for effecting purchases 
exclusively in silver certificates had been ad- 
hered to, such disbursements in large sums 
probably would have resulted in their im- 
mediate deposit in banks for convenience in 
distribution and conveyance. Thus they 
would have been inextricably lost in the total 


*These figures are for the member banks of 141 
cities, reporting weekly. 
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of over $1,700,000,000 of already existing sur- 
plus reserves. In short, the discussion takes 


no account of the fact that except for payrolls 
and a portion of the retail trade, the people of 
this country use the banking facilities rather 
than lawful money as the common means of 
effecting cash payments, and that ample fa- 
cilities exist for supplying all needed currency. 


The Resulting Situation 

The situation now is that the President and 
Secretary of the Treasury, while favorable to 
the reinstatement of silver in full monetary 
use, desire to maintain the existing gold stand- 
ard until it can be merged into a bimetallic in- 
ternational standard in an orderly manner. 
The silver people are perfectly confident that 
nothing but good can come from purchases 
of silver in any amounts, but all history 
has shown that the use of credit currency 
—any currency which circulates at a value 
other than its own intrinsic worth—must be 
carefully limited, i.e., “managed,” in order to 
be kept at par with the standard money. Ob- 
viously the additions of silver to be made un- 
der this act will be credit currency unless and 
until the market price of silver bullion 
throughout the world reaches the “monetary 
value” fixed in this act. 

If this silver is to be acquired within a year 
much the greater part of it will have to be 
imported, and practically paid for with gold. 
Although speculation in silver has been active 
in New York for nearly three years, even to the 
extent of attracting some imports from London 
and China, world markets have not taken much 
notice of the passage of this bill. The closing 
quotations in the New York futures market 
on June 27 were 45.66 cents for the July deliv- 
ery and 47.85 for the March, 1935 delivery. 


The Outlook for Money and Credit 


The Congress is out of the picture until next 
January, when there will be a new House of 
Representatives, and one-third of the Senate 
will be either new or re-elected members. 

Obviously the prospect is for money in super- 
abundance, but the effects upon business are 
by no means clear. There is need for con- 
fidence in the business situation, including the 
monetary system. The need for a revival of an 
investment demand for bonds has been empha- 
sized at Washington. On account of the low 
state of this demand, and the need for indus- 
trial credits of longer term than can be granted 
by commercial banks, an act has been passed 
authorizing the Reconstruction Finance Cor- 
poration and the Reserve Banks to make loans 
with maturities up to five years, to the aggre- 
gate sum of $580,000,000. 

The foregoing, however, is only a minor 
plan among many for providing credits to 
finance outstanding indebtedness and revive 


construction work. Most of these plans con- 
template obtaining credit from private inves- 
tors; in other words, they rely upon the sav- 
ings of the public and propose by government 
guarantees to reassure the investing public 
and induce the release of savings to the speci- 
fied purposes. Among the agencies created by 
the Federal Government for this purpose are 
the following: The Reconstruction Finance 
Corporation, Federal Farm Mortgage Corpora- 
tion, Home Owners Loan Corporation, Federal 
Deposit Insurance Corporation, Home Credit 
Insurance Corporation, Federal Home Loan 
Banks, Federal Land Banks, Federal Inter- 
mediate Credit Banks. 

The foregoing are mainly designed to aid 
debtors embarrassed, but in the last hours of 
the late session the most important measure 
of all was passed, viz.: the National Housing 
Bill, of vast scope, designed “to repair and 
make habitable existing homes” to “provide 
new homes under easy conditions,” to “protect 
existing savings,” to “put billions of dollars 
of idle capital to work,” to “return millions 
of unemployed to work in the building indus- 
try,” to “promote long-term financing of home 
mortgages,” etc. 

The plan proposes to accomplish this pro- 
gram with a comparatively small amount of 
money supplied by the Government, the main 
idea being to induce the investment of private 
capital through Government guarantees. No 
criticism is implied to the plan itself, which 
is an extension on a vast scale of the scheme 
of relief first embodied in the Reconstruction 
Finance Corporation. In times of disorder, 
confusion and lack of confidence, the authority 
and credit of the Government may be very 
properly used to restore order. But the fact 
must be kept in mind that the success of all 
these proposals depends upon public confidence 
in the stability of the money. 

It is to be considered also that the several 
plans of relief to debtors require substantial 
concessions to be made by the creditors with 
whom settlements are to be made. Four im- 
portant bankruptcy bills have now been passed. 
An act amending the former bankruptcy law 
for the relief of railroads and individuals had 
been passed under recommendation by Presi- 
dent Hoover and signed by him in 1933, a 
provision for other corporations having been 
stricken out in the Senate. 

The last Congress has passed an act applying 
to municipal indebtedness and another apply- 
ing generally to corporate indebtedness, both 
enlisting the aid of the courts, with the co- 
operation of a majority of creditors, the design 
being to facilitate reasonable settlements. 

Finally, also in the last hours, the Frazier- 
Lemke bill, to secure a readjustment of the 
debts of bankrupt farmers and give them a 





conditional moratorium over a period of six 
years, was passed. This includes power to 
scale down indebtedness without agreements 
with creditors. 

These measures for reducing the principal 
of outstanding indebtedness are direct reme- 
dies for the abnormal situation which has re- 
sulted from the war and the post-war infla- 
tion of credit. We are not now commenting 
upon their specific provisions, but readers of 
this publication are aware that this is the 
approach to the debt problem which has been 
favored in these columns, in preference to in- 
direct but sweeping proposals to devalue the 
money. It provides a means of treating each 
case of distress upon its merits, instead of by 
a method disturbing all monetary values. 


However, having now set in motion all of 
these plans for dealing with the debt problem 
and having recognized that credit is a neces- 
sary factor in the restoration of prosperity, it 
would seem that beyond all question stabili- 
zation of the monetary standard is the matter 
of first importance. 


The Source of Purchasing Power 





One of the most controversial questions 
arising from all of the governmental efforts to 
restore prosperity is that as to the source of 
“purchasing power.” From all quarters comes 


an appeal for an increase of purchasing power 
that will remove from the markets the surplus 
offerings of goods which are said to be de- 
pressing prices, paralyzing business and caus- 


ing unemployment. And along with this ap- 
peal is another of like purport for shorter 
hours of labor and a ban on further improve- 
ments in the industries which will increase 
productive capacity. 

What is this mysterious something called 
“purchasing power,” where does it come from, 
and how may the supply be increased? The 
answer is given in all the standard works on 
economics, based upon the history of economic 
relations from the earliest exchanges among 
neighbors. Adam Smith gave it in his first 
“book” of “The Wealth of Nations,” published 
in 1776, in his lucid account of the benefits de- 
rived from the division of labor. Briefly stated, 
it is that the economic system is a cooperative 
organization for supplying all wants and for 
sharing in the benefits of specialized produc- 
tion. Every individual member or group, in- 
stead of producing to supply its own wants 
directly, produces for the market and receives 
as compensation equal values from the variety 
of goods and services which the market affords. 
It is practically a system of barter, although 
accomplished by the use of money. The total 
of sales day by day is the total of available 
purchasing power (eliminating consideration 
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of credit, which is a factor in prices, but based 
upon resources in reserve or promises to pay). 

There is no purchasing power from outside 
the system and none to be had inside but in 
the manner described. Governments have 
none except as they tax, borrow or make levies 
of some kind upon the proceeds of production 
and trade. “Labor,” says Adam Smith, “was 
the first price, the original purchase money 
that was paid for all things,” and it is only as 
labor (mental as well as manual) is applied to 
the production of useful goods that purchas- 
ing power is created. 

These goods constitute both supply and de- 
mand in the market, and the market fixes the 
terms at which the exchanges are made. There 
is no appeal from the market, for there is no 
other outlet for the goods and the market it- 
self is a vast composite body made up of in- 
dividual units whose wants and purchasing 
power are continually changing and cannot be 
fixed or controlled. Demand and supply must 
meet and satisfy each other, and this requires 
constant adjustments and a high degree of 
flexibility in the system. 

The highest conceivable state of prosperity 
and general welfare would result from a state 
of balanced relations which enabled every 
worker to be employed, with the various prod- 
ucts and services exchanging freely and enter- 
ing into consumption. In that case society 
would be getting from the system all that it 
was capable of giving at the time. Obviously 
a perfect state of balance cannot be had in a 
free and changing society, but it is enough 
that under the play of natural economic forces 
the system tends to maintain a practical equi- 
librium. 

The system is complex because it is coopera- 
tive, and efficient for the same reason. Its 
complexity is accepted as a condition of social 
progress, and its service to this end is proven 
by the rising standard of living for the masses 
around the world, corresponding to the de- 
velopment of the modern industrial organiza- 
tion. The principle of the equilibrium is vin- 
dicated by the fact that it makes for the har- 
mony of all interests and the unity of society. 
In every kind of an organization team-work 
is a fundamental requirement. And so every 
group of the economic system has more to 
gain by the prosperity of the system as a whole 
than it can possibly gain by any efforts in its 
own behalf which will impair the efficiency of 
the organization as a whole. 

The wants of the various population groups 
are largely stabilized by habit, so that under 
normal conditions the bulk of production and 
trade undergoes only gradual changes and 
moderate fluctuations, but occasionally an up- 
heaval or development has occurred of such 
importance as to throw the organization out 
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of balance, and cause widespread disorder. 
The most serious of such disturbances have 
been caused by war and the effects of the 
world war naturally have been the most far- 
reaching and disastrous of all. 


The Rise and Fall of Wages and Prices 


The rise of more than 100% in wages and 
commodity prices from 1913 to 1920 was 
wholly abnormal, but inasmuch as it inciuded 
nearly everything, and the war demands pro- 
vided complete employment, the derangements 
were of minor importance. But in the return 
to peace conditions the derangements were 
far greater. Changes in production and trade 
had occurred which affected supply and de- 
mand in many lines of business and inevitably 
affected prices and employment. 

As reported by the Bureau of Labor Sta- 
tistics the general average of industrial wages 
in 1920 was 134% above the 1913 level and 
the cost of living was 1161%4% above the same 
base. The difference between these figures 


indicates the approximate net gain to the 
wage-workers, although in the general unset- 
tlement of that time this was a rather uncer- 
tain quantity. 

In the latter part of 1920 the prices of many 
commodities began a rapid decline, seriously 
affecting the purchasing power of important 


groups of the population. This was a critical 
hour in industrial policy. Should the indus- 
tries stand firm upon the existing wage status, 
at the risk of declining business and increas- 
ing unemployment, or adopt a policy of cost- 
reduction for the purpose of lowering prices 
to maintain the volume of business? In the 
light of history since it scarcely can be doubt- 
ed that a policy of downward readjustments 
of wages and other costs to correspond with 
the declining trend of prices and living costs 
would have very much lessened the decline 
of trade and employment and prevented it 
from reaching the extreme depths finally 
touched. 

This is an observation after the fact and of 
value only as the lesson has bearing upon pres- 
ent policies. The manner in which living costs 
rose with wages is suggestive of the relation- 
ship. The net gain to the wage-workers over 
seven years was small, and probably less than 
they would have had from the natural im- 
provements in peace time industry if there 
had been no war. The great wage-increases 
were largely illusory, because they were really 
significant of the depreciating value of money, 
which resulted from credit inflation. Finally, 
when these wages increased in purchasing 
power through the fall of prices the equilibrium 
of the industrial system was upset and un- 
employment resulted on a great scale. 


It is natural for wage and salary workers to 
resist pay-reductions. They are contrary to 
the normal trend, not only in this country but 
everywhere, because the improvements con- 
stantly being made in industrial methods en- 
able gradually rising wages to be paid without 
increasing prices. Expectations are adjusted 
to this trend. 

There is no justification for general wage- 
reductions at a time when the industrial sys- 
tem is fairly in balance, which means when 
employment is approximately full, the rela- 
tions between the industries are approximately 
those which in the past have induced a satis- 
factory distribution of the workers and re- 
sulted in a reasonably balanced production. 
These are the conditions which make for pros- 
perity and an upward trend of wages. The 
labor organizations perform a proper function 
when they resist the inclinations of individual 
employers to reduce wages simply as competi- 
tive means of gaining business. But readjust- 
ments which are made necessary by changing 
conditions, to keep the system in balance and 
maintain a normal state of employment, have 
a different basis and serve the interests of in- 
dustry as a whole. 


Over-Emphasis Upon Money Wages 


Over-emphasis upon money wages, instead 
of purchasing power, leads to disregard of the 
interdependence of the various industries. 
The groups that contend against wage-re- 
ductions for themselves, when the general 
wage and price movement is downward, do 
so on the theory that they are only defending 
their own position, in no way acting aggres- 
sively or seeking more than has been justly 
accorded them in the past. They express sym- 
pathy for workers in other lines whose in- 
comes have been reduced, but disclaim any 
responsibility for it, and even argue that it is 
better for the unfortunates that the wages of 
those more capable of resistance should be 
maintained. The truth is that if any group 
receives an unchanged money compensation 
when the money compensation of other groups 
is falling it is in position to claim more of the 
products or services of the others. Whether, 
it recognizes the fact or not, it is claiming an 
increase of compensation while the others are 
suffering a decrease, but the claim is an im- 
possible one because it disrupts the exchange 
relations to which production is adjusted. The 
increase cannot be had, and although wage 
rates may be maintained for the claimant 
group, actual wages are reduced by loss of 
employment. 

Out of this policy of maintaining wage- 
rates, despite loss of employment developed 
the policy of “spreading work,” i.e., dividing 
what work was left. It was justified upon the 





theory that the depression was temporary, 
without considering the effects of the costs 
and prices of goods upon trade revival. It 
was a plan for tiding over an emergency but 
doing nothing to relieve it. The old-fashioned 
remedy for bad times was to reduce costs and 
prices, which had the effect of making re- 
duced incomes go farther in the purchase of 
goods, thereby sustaining employment; also 
the effect of tempting those who had capital 
in reserve to put it into use, thus increasing 
employment. These influences illustrate the 
natural play of economic forces, and their ten- 
dency to maintain or restore the equilibrium. 

Spreading work involves shortening hours, 
and an inevitable outgrowth of work-spreading 
and week-shortening appears in the demand 
that as work is lessened the hourly wage rates 
shall be increased, at least to the extent neces- 
sary to save the weekly payment from reduc- 
tion, 

The Cotton Goods Industry 

In the latter part of May a decline of sales 
and increase of stocks in the cotton goods in- 
dustry caused the code authorities to recom- 
mend a reduction of about 25% in mill opera- 
tions, and the recommendation was adopted 
by the Administration, but the United Textile 
Workers interposed a demand for an increase 
of 33144% in hourly wage rates. This was ad- 
justed temporarily by the promise of inquiries 
into running time and wage rates, which have 
not yet been concluded. 

General Johnson issued a statement in 
which upon the subject of wages, he said: 

As to wages it is clear that no such violent increase 
as 33 1/3% in all wage scales, if any, can be con- 
sidered at this time. The risk in the price of cotton 
textiles has been one of the chief consumer com- 
plaints. 

Including the processing tax, raw cotton costs have 
increased 150%. There has been a 70% increase in 
labor costs due to the code and other influences, and 
an increase of 94% in cost of labor, material and sup- 
plies in cotton textiles. 

A very clear cause of decreased consumption is this 
increased cost and increased prices which flow from 
it. In this situation any such increase in cost would 
paralyze production and employment and defeat the 
very ends aimed at. 

The following table shows the average hour- 
ly earnings in the industry in 1929, at the low 
point, in April, 1933, immediately after the 
introduction of the NRA codes, in August, 
1933, and in April of this year. The figures 
are those of the National Industrial Confer- 
ence Board and representing wages in North- 


ern Mills only: Hourly 


Earnings Cent 
Period (in Cents) of 1929 
1929 41.9 100 
1933 29.7 70 
1933 42.7 102 
1934 44.4 106 
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Employment of the First Importance 


If the principle of the equilibrium is basic 
to prosperity, the wage question as it is pre- 
sented in the demands for a return to the 1929 
rates is not one that can be settled between 
employers and employes. It is a question of 
market demand for the products. As a body 
the wage-working class is interested in full 
employment and settled industrial conditions. 


We have referred to the wage situation on 
the railroads at different times, particularly 
in the April number to the agreement for the 
restoration of 1929 wage rates, which on the 
hourly basis were more than 150% above those 
prevailing in 1914. The railroad employes have 
figured in the news of the last month, the re- 
cent Congress having passed a pension bill 
which according to estimates of the American 
Railway Association will cost the companies 
$60,000,000 per year, against $33,500,000 ex- 
pended for pensions in 1933 and_$31,969,000 in 
1932. If the railroad companies are to be sol- 
vent again this will have to be an additional 
charge on the public. 


The steel and automobile industries also 
have been prominent for wage controversies, 
and both illustrate the statement that the 
wage-workers have a more important interest 
in full and assured employment than in any 
possible increase of hourly rates. It is evident 
that the railways would be greatly benefited 
by lower costs in the steel industry, that the 
steel industry would be greatly benefited by 
lower costs of transportation, that all the other 
industries would be benefited by cheaper trans- 
portation and steel, and, finally, that employ- 
ment would be greatly increased by a general 
lowering of prices to the consuming public. 


The Prostration of Agriculture 


The war caused many derangements, but the 
major one is too obvious to be disputed. More 
than one-haif of the people of the world obtain 
their living and all of the purchasing power 
they possess by the production of primary 
goods. It is unnecessary to dwell here upon 
the prostration of agriculture or the explana- 
tion of it, for that has been amply set forth by 
the Department of Agriculture, with the ap- 
proval of the President. It is generally known 
that the fall of the prices of farm products and 
loss of purchasing power to the farmers has 
been largely responsible for the general de- 
pression, but it is not generally recognized 
that the failure of other prices to decline in 
company with the prices of farm products has 
been the principal cause of unemployment. 


THE NATIONAL CITY BANK OF NEW YORK 























Cfor —Short outings within the Country 
— Holidays at the seashore or mountains 


— Overseas trips to any world point 


National City Bank Travelers Checks 


are safe — convenient — self identifying 


They may be cashed anywhere at any time — outside of 
banking hours and whenever you need funds—and carrying 
them is as important on a short trip as on an extended tour 


— Available in denominations of $10, $20, $50, $100. 





C for — More substantial Financial Requirements — 


National City Bank Letters of Credit 


are 


“Letters of introduction’? to branches and correspondent 


banks in every travel and commercial center of the world. 





LET NATIONAL CITY TRAVEL FUNDS 
SMOOTH YOUR WAY 





























Printed in U.S# 





